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Member of Pofaris International

INDEPENDENT AUDITORS’ REPORY

To the Board of Directors of
Puerto Rico Infrastructure Financing Authority:

We have audited the accompanying financial statements of the governmental activities and each major
fund of the Puerto Rico Infrastructure Financing Authority (the “Authority™), a component unif of the
Commonwealth of Puerto Rico, as of and for the fiscal year ended June 30, 2011, which collectively
comprise the -Authority 's basic financial statements as listed in the table of conténts. These financial
statements are the - responsibility of the Authority's management. Our responsibility is to express an
opinion on these financial statements based on our audit,

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to.cbtain reasonable assurance
about whether the financial statements are-free of material misstatement. An andit includes consideration
of internal control over financial reporting as a basis of designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Authority’s internal control over financial reporting. Accordingly, we éxpress no such opinion. An audit
also includes exammmg, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing fhe accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement présentation. We believe that our audit provideg a
reasonable basis for our opinion.

In our opinion the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities and each major fund of the Authority, as-of June 30, 201,
and the changes in financial position for the year then ended in conformity with accounting principles.
generally accepted in the United States of America.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 11 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing
the basic. financial statements in an appropriate operational, economic, or historical context, This
supplementary information is responsibility of the Authority’s management. We ‘have applied certain
limited procedures to the required supplementary information in accordance. with-auditing ‘standards
generally accepted in the United States of America, which consisted of i inquiries of management dbout
the. methods of preparing and comparing the information for consistency with management’s responses 1o
our inquiries, the basic financial statements, and other knowledge we obtained during the audit of the
basic financial statements. We do not express an opinidon or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

PO Box 363436, San Juan, PR 00936-3436 Tel. (787) 754-39990 Fax (787) 754-3105



To the Board of Directors of the
Puerto Rieo Infrastructure Financing Authority
Page2

Our audit was conducted for the purpose of forming an oplmcn on the ‘financial statements of the
Authority: The additional supplementary information listed in the table of contents is presented for the
purpose of additional analysm and is not a required part of the basic financial statements. This additional
required information is the responsibility of the Authority’s management. Such information has been
subject to the auditing pmcedures applied in our basic financial statements and, in our opirion, is fairly
stated in all material respects in rélation to the basic finiancial staterents taken as a whole.

San Juan, Puerto Rico
March 8, 2012

Certified Public Accouritants
(of Puerto Rico)

License No. 53 expires December 1,:2012
Stamp 2619620 of the P.R. Society of
Certified Public Accoustants hag been
affixed tothe file copy of this report




PUERTO RICO INFRASTRUCTURE FINANCING AUTHORITY

(A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2011

This section presents a narrative overview and analysis of the financial performance of the Puerto Rico
Infrastructure Financing Authority (the “Authority”) and is designed to assist the reader in focusing on
significant financial issues, provide an overview of the Authority’s financial activity, identify changes in
the Authority’s financial position, and identify individual issuies or concerns. The information presented
here should be read in conjunction with the basic fihancial statements, including the notes thereto.

1. FINANCIAL HIGHLIGHTS

o  Total assets and total liabilities of the Authority at June 30, 2011 amounted to approximately
$589 million and $2,152 million, respectively, for a net deficit of approximately
$1,563 miilion.

o On October 1, 2010, the Authority early redeemed approximately $996.9 million of the
Special Obligation Bonds, Series 2000. The funds remaining after the redemption amounted
to $1.7 million and were contributed to the Commonwealth of Puerto Rico (the
“Commonwealth”) and the Government Development Bank for Puerto Rico (the “GDB™) in
accordance with the provisjons set forth by Act No. 3 of January 14, 2009.

8 In October 2010, the Authority entered into a memorandum of understanding with Puerto
Rico Public-Private Partnerships Authority, Puerto Rico Public Building Authority, Puerto
Rico Department of Education, Puerto Rico Department of Transportation and Public Works,
and the Bank for the administration of the Schools for the 21st Century Program (the “21st
Century Program™).. The 21st Century Program comprises the modernization of
approximately ninety-one (91) public schools and the construction ten (10) new public
schools in Puerto Rico. At Jine 30, 2011, total investinent under the Program dmouiited to
approximately $71.8 million.

e On June 23, 2011, pursuant to provisions set for the by Act No. 96 of June 16, 2011 ( the
“Act 96”), the Authority early terminated a time deposit agreement entered into with the
GDB and made the capifal contribution of approximately $162.5 million to the Employees’
Retirement System of the Government of the Commonwealth (the “Refirement System™).
Also, the Authority invested the remaining funds from the early redemption, which
amounted to approximately $165 million, in a Sales Tax Revenue Bonds, Jumior
Subordinate, Series 2011 A (the “Sales Tax Revenue Bonds™) as set forth by Act No.-96. The
Sales Tax Revenue Bonds are obligations issued by the Puerto Rico Sales Tax Financing
Corporation (“COFINA” by its Spanish acronym).

e Expenditures for programs managed by the Authority under the American Recovery and
Reinvestment Act of 2009 (“ARRA Programs”} totaled approximately $42 million during the
year ended June 30, 2011. ,

e Expenditures for infrastructure projects developed under the Economic. Devélopment
Program totaled approximately $20 million during the year ended June 30, 2011.

e During the year ended Jupe 30, 2011, the Authority transferred completed construction
projects amounting to approximately $321 million to municipalities of Puerto Rico, and
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PUERTO RICO INFRASTRUCTURE FINANCING AUTHORITY

(A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
MANAGEMENT’S. DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2011

other agencies and instrumentalifies of the Commonwealth, from which approximately
$247.6 million related to sports. facilities developed for the celebration of the XXI Central
American & Caribbean Games, I connection with the transfer of such sports facilities,
approximately $230.3 million were made to the Puerto Rico Recreation and Sports
Department (“PRRSD™).

2. OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is required supplementary information to thé basic financial
statements and is intended to serve as an introduction to the basic financial statements of the
Authority. The basic financial statements. comprise three components: (1) government-wide
financial statements, (2) fund financial statements and, (3) notes to the basic financial statements.

Government-wide Financial Statements -— The government-wide financial statements are
designed to provide readers with a broad overview of the Authority’s. finances; in a manner
sirnilar to a private-sector business. The statement of net assets provides information on the
Authority’s assets and liabilities, with the difference between the two réported as net assets, Over
time, increases ¢r decreases in net assets may serve as a usefifl indicator of whether the financial
position of the Authority is improving or deteriorating. The statement of activities presents
information on how the Authority’s net assets changed during the reporting period. Changes in
net assets are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows.

Fund Financial Statements -— A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. All the
Authority’s finds are governmental funds. Unlike the goveinment-wide financial statements,
governmental fund financial statemerts focus: on near-term inflows and outflows of spendable
resources, &s well as on balances of spendable resources available at the end of the fiscal year.
Such information may be usefitl in evaliating a government’s near-term financing requirements.
Because the focus of governmental fiinds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with sirpilar
information presented for governmental activities in the government-wide financial staternents.
By doing so, readers may better understand the long-term impact of {inancial decisions related to
the Authority’s governmental activities. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental
activities.

Notes to the Basic ¥inancial Statements — The notes provide additional information that is
essential to a full understanding of the data provided in the government-wide financial statements
and the fund financial statements.
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(A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2011

3. GOVERNMENT-WIDE FINANCIAL ANALYSIS

Condensed financial information on. assets, liabilities, and net deficit as of June 30, 2011 and

2010 is as follows:
2011 2010 Change

Cash and cash equivalents, irivestments and

investment contracts, and other assets § 482,967,287 $ 1,711,319.630 $(1,228,352,343)
Capital assets 105,740,637 . 416,342,915 (310,602,278)

Total assets 3 588.707.924 § 2,127.662,545 $(1,538,954,621)
Other liabilities 3 164,857,682 $ 191175858 $ (26,318,175)
Bonds-and loans payable 1,986,773,342 3,006,151,453 {1,019,378.111)

Total Habilities 2,151,631,024 3197327311 (1,045,696,287)
Net deficit $ (1,562,923,100)  §(1,069,664,766)  § (493,258,334)

Cash and cash e‘quivz.ilents,‘ investments and investment contracts, and other assets decreased by
approximately $1,228 million or 72%, mostly as a result of the early redemption of the Special
Obligation Bonds, Series 2000, contributions made to the Retirement System and capital outlays.

Capital assets decreased by approximately $311 million or 74%. The décrease was mainly due to
the transfer of approximately $321 million to municipalities of Puerto Rico and other agencies
and instrumentalities of the -Commonwealth, and impairment loss on land premises of
approximately-$2.4 million. This decrease in capital assets was partially offset by capital outlays
made during 2011 of approximately $12.9 million.

Total liabilities of the Authority decreased by approximately $1,046 million or 33%, mainly as a
result of the an agpregate repayment of matured and early extinguished bonds and loans of
approximately $1,029 million, and a- decrease in accounts payable and accrued liabilities of
approximately $26 million. The decrease was partially offset by the proceeds of lines of credits
of approximately $10 million.
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The following schedule compares revenues and expenses of the Authority for the years ended
Tiune 30, 2011 and 2010:

Increase
a1 2010 {Décrease)
Revenues -
Program revenves—operating grants and
contributions, and earnings on investments 3 202,320,428 3 343,737,791 $  {141,417,363)
(eneralrevenues -
Investmenit earnings 7021 _3_,06_5 . 3956
Total revemtes 202,327,449 343,740,856 (141,413.407)
Expenses:
Functions/Prograt:
Generaf ‘government 14,815,082 15,245,539 {430,457)
Education, aqueduct and sewers, and
{ransportation 5,379,109 975,680,206 (970,301,097}
Economic developmesit program 19,578,298 67,725,237 48,146,939y
Recteation and sports 249,361,149 12,395,829 236,961,320
Edifications 25,329,875 6,680,797 18,649,078
Arts and enterfaiiiment 45,990,184 1,641,024 44,349:160
Public:safety ' 2,491,239 636,394 1,854,845
ARRA Programs 41,752,603 66,636,964 {24,884,361)
Interest on Jong-term debt 128,388,788 147,922,497 {19,533,709)
Total expenses ) 533,086,327 1,204,568,487 . (761,482,160)
SPECIAL ITEM - Contribution. to the Employees
Retirement System of the Government of the
Commaonwealth 6f Puerto Rico (162,499,456) _ - {162,499,456)
Chenge in net deficit 5 '(4_'9_3,258,334) S (950,827,631) §  457.569,2%7

Revenues

Total revenues decreased by approximately $141 million during the year ended June 30, 2011
when compared with the year ended June 30, 2010. The decrease was mainly due to the decrease
in confributions from the Commonwealth of $110 million, which were used for the development
of infrastructure projects and repayments of debt, a decrease of $28 million in ARRA. Programs
and a decrease of $7 million in investment income.

Expenses

Total expenses decreased by approximately $761 million during 2011. This decrease resulted
mainly from the net effect of approximately $970 million decrease in edification, aqueduct and
sewer, and transportation, activity expenses, which was mainly due to prior year transfer of
capital assets to the Puerto Rico Aqueduct and Sewer Authotity, and approximately $281 million
increase in recreation and sports and arfs and entertainment activity expenises during the ¢urrent
year, due to the transfer of completed projects developed for the celebration of the XXI Central
Ammerican and Caribbean Games and the Symphonic Hall of ‘the Puerto Rico Fine Arts Center,
respectively. In addition, there was a decrease of approximately $48 million and $25 million in

et Wwfgg‘-:; “?

e
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the Economic Development Program and. ARRA funds spending, respectively, due to the
significant completion of the programs during prior year.

4, GOVERNMENTAL FUNDS RESULTS
General Fund

General Fund expenditures increased by $161 million, which is mostly related to the Authotity’s
contribution of $162.5 million to the Retirement System during the year ended Juse 30, 2011
pursuant to provisions set forth by Act 96.

Special Revenue Fund

Special Revenue Fund revenues and expenditures decreased by apprommately $11 million and
$26 million, respectively, when compared with prior year, due to the prior year substantial
progress-of ARRA programs directly managed by the Autbority as subgrantee.

Capital Projeets Fund

Capital Projects Fund revenués decreased by approximately $103 million, when compared with
prior year, mostly as a result of prior year substantial eompletion of infrastructuré projects
deveIOped under Economi¢c Development Program, which decreased revenues by $53 million and
prior year nonrecurring contribution from the ‘Commonwealth and. municipalities of
approximately $46 million, to repay an outstanding line of credit, including accrued interest, due
to.the GDB, related. to the Symphonic Orchestra Hall Project and to provide additional funding
for the development of sports facilities for the celebration of the XXI Central American and
Caribbean Games.

During the year ended June 30, 2011, total expenditures of the Capital Projects Fund arsounted
t0.$183.3 million.

Debt Service Fund

Principal payment on maturing bonds amounted to approximately $1,039 miliion during the year
ended -June 30, 2011. This amount was mainly due fo the early redemption of the Special
Obligations Bonds, Series 2000. Interest expense decredsed by approximately $19 million when
compared to the prior year due to a reduction of the Authority’s outstanding debt.

Permanent Fund.

The Permanent Fund earnings on investments decreased by approximately $6.6 million, when
compared with prior year, mainly due to the use of proceeds from investments and investments
contracts for the early redemption of the Special Obligations. Bond, Series 2000, as well as fo
provide funding for the Authority’s contribution of $162.5 million to the Retirement System
purstant to provisions sét forth by Act 96. Also, Act 96 permits the Authority to- invest
approximately $165 million in a Sales Tax Revenue Bonds issued by COFINA as permanent
investment within the corpus account,

U
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Investment earnings amounted to approximately $14.2 million during the year ended June 30,
2011,

5, CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets
Non-depreciable capital assets represent construction work-in progress, including land. in which
infrastructure -projects are or will be developed. Depreciable assets inchidé furniture and

equipment, vehicles, and-Ieasehold improvements. The following is a schedule of the Authority’s
capital assets as of June 30, 2011 and 20102

Inciease
2011 2010. (Decrease)

Land $ 12,568,228 $ 16,681,768 $ (4,113,540)
Construction in progress 93,047,141 399,447,708 (306,400,567)
Furniturs and equipment’ 878,061 843,931 34,130
Vehicles 88,259 88,259 -
Leasehold improvements - 677,295 (677,295)
Total capital assets 106,581,689 417,738,961 (311,157,272)
Less accumulated depreciation

and amortization 841,052 1,393,046 (551,994)
Capital assets —mnet $ 105,740,637 $ 416,345,915 $(310,605,278)

The Authority was created, among other things, to provide financial, administrative and other
assistance to municipalities, political subdivisions, public corporations and instrumentalities of
the. Commonwealth to enable thei to fulfill their pubhc purpose ‘of providing, preserving,
operatmg, maintaining, repaiting, replacing and improving portions of the infrastructure. The
decrease in capital assets was mainly due to the transfer of completed construction projects
amounting to approximately $321 million, from which approximately $247.6 million relates fo
sports facilities developed for the celebration of the XXI Central American & Catibbean Games.

Major additions related to projects under construction. for the year ended June 30, 2011
amotmted to approximately $13 million.
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Debt Gutstanding

As of June 30, 2011, the Authority had approximately $1,992 million in long-term liabilities.
Total long-term’ liabilities include bonds and loans payable, liability for legal matters, and
accrued ‘compensated absences, which decréased by approximately $1,019-million, in
comparison to June 30, 2010. The following is a schedule (in thousands) of outstanding bonds
and other long-term liabilities as of June 30, 2011 and 2010:

Increase
Description _ _ o 2011 2010 {Décrease)
Bonds payable:
Special Tax Revenue Boncis $ 2549455 $ 2,579,675 $ (30,220)
Speciai Obligation Bonds - 1,008,240 {1,008,240y
Mentat Health Infrastructure Reverve Bonds 42,230 42,630 {400)
Subtotal 2,591,685 3,630,545 {1,038,860)
WNet premicm 115,691 121,339 (5,648)
Unacereted discount on eapital
appreciation bonds (674,140) (688,453) 14,313
Utiamortized deferred loss
on refinding loans (0 N1 (65,371) 3,631
‘Fotal borids payable . 1,971,496 . 2,998.060. {1,026,564)
Loans payable 15,277 8,092 7,185
Liability for legal matters 4,859, 4,859 -
Compensated absences 239 214 _ 25
Total Jong-term tiabilities $ 1,991,871 $ 3,011,225 § (1.019,354)

6. ECONOMIC FACTORS

The Special Tax Revenue Bonds -are payable solely from and secured by a pledge of federal
excise taxes (or “cover-over revenues”) and. other moneys deposited to the credit of a sinking
fund establishied pursuant to a trust agreement. Payment of principal and interest is insured by
separate municipal bond insurance policies issued by an unrelated insurance company..

Rum is the only article currently produced in Puerto Rico subject to federal excise taxes, the
proceeds of which are required to be returned to the Commonwealth. Under current federal law,
any excise tax collected on rum imported into the Uhited States is transferred to or “covered-
over” to the Treasuries of Puerto Rico and the United States Virgin Tslands (“USVI?),

The opérations of rum distillers in Puerto Rico are affected by various economic and regulatory
factors that could influence their decision to maintain or expand thiese operations, which in turn
could have a significant impact on the level of federal excise taxes transferred to Puérto Rico.
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The USVI has dedicated a substantial share of current and future cover-over revenues to help
finance public and private infrastructure that would directly benefit the rum industry. Tn June
2008, the USVI entered into a 30-year contractual agreement with London-based rum maker,
Diageo Company (“Diageo”), owner of the Captain Morgan brand, to begin operations in the
USVI. Captain Morgan is produced in Puerto Rico under a ten .(10) year supply agreement
entered info with Destilerfa Serrallés Inc. (“Serrallés™), a Puerto Rican rum distiller, ending in
2011. Diageo is set to receive subsidies incentives, including the financing of the acquisition,
design; construction, development; and equipping of & rum production and maturation warehouse
facility and any improvements thereto, worth up to half of the cover-over revenue that the USVI
receives.

In response to the USV] actions, on April 27, 2009, Resident Commissioner of Puetto Rico in the
U.8. Congress infroduced House of Representative (“HL.R”) 2122 to limit, among other things,
the territories from offering more than 10% of their covered-over revenues as an industrial
subsidy. The Government of Puerto Rico strongly opposes. the USVI subsidies and continues its
efforts to promote legislation at the United States federal level to limit the direct or indirect
assistance provided to companies producing rum in Puerto Rico or USVI through the use of
cover-over revénues. The Government of Puerto Rico believes that the USVE's use of the cover-
over revenues to provide excessive subsidies to a private activity amounts to an unfair trading
practice that will distort the market,

As aresult of USVI-Diageo Agreement, the level of fhie Commonwealth’s cover-over revenues is
expected to fall, although the exact amount is not presently known. However, various factors
should reduce the amount that will not be received, explained as follows:

o By virtue of Act No. 178 of Decermber 1, 2010 (the “Act No. 178”), total investment that the
Commonwealth is allowed to make in Puerto Rican rums promotional activities increased
from 10 percent to 25 percent of Commonwealth’s cover-over revenues. Furthermore, it also.
gives to the Governor of the Commonwealth the discretion to-increase such percentage up to
46 percent after December 31, 2011. Act No. 178 extends the uses of cover- over revenues
to the development of incentives and promotional strategies and the investment in
agricultural, industrial and commercial infrastructure that will enhance the potential growth
of the ram industry.

e The Commonwealth has entered into a $95 million grant agreement with Bacardi Ltd.
(“Bacardi”), a Puerto Rican rum distiller, for the renovation of its distilling plant. The
agreement will also provide Bacardi with production and marketing incentives. In return,
Bacardi has to maintain a minimum level of production in Puerto Rico for the next 20 years.

o In order to develop its own brands to offset volume cost increases and revenue losses tied to
Diageo’s exit, Serrallés began a new marketing strategy. During 2009, it announced the
opening of its.operations in Dallas, Texas, being the exclusive importer of Don Q brand in
the United States. Furthermore, in August 2010, the Serrallés expanded its rum brands
portfolio by launching across the United States the BlackBeard Spiced Rum label.

o Tn 2011, the Commonwealth entered into a 20 years production and marketing incentives

agreement with Club Caribe Distillers, LLC. (* Club Caribe”). Pursuarit to provisions set for N
T

10
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the by the Agreement, Club Caribe will begin its distilling operations in Puerto Rico,
receiving production and marketing incentives ranging from 15% to 25% of
Commonwealth’s cover-over revenues attributed to the Company’s rum exports to the US,
which is the Company’s primary market.

If the federal excise taxes recéived by the Commonwealth in any fiscal year are insufficient, the
Act requires that the Aunthority request, and the Director of the Office ‘of Management and
Budget of the Commonwealth include in the budget of the Commonwealth, for the corresponding
fiscal year, an appropriation necessary to cover such deficiency. The Legislature of the
Commonwealth, however, is not obligated to make the necessary appropriation to cover such
deficiency.

7. REQUESTS FOR INFORMATION
This report is designed to provide all interested with a general overview of the Authority’s
financial statements. Questions concerning any of the information provided in this report or

requests for additional information should be addressed to Puerto Rico Infrastructure Financing
Authority, PO Box 41207, San Juan, PR 00940.

i1
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STATEMENT OF NET ASSETS/(DEFICIT)
JUNE 30, 2011

ASSETS:
Cash and cash equivalents
Accounts receivable
Due from. Commonwealth
Prepaid expenses and other assets
Bond issuance costs
Restricted assets:
Teémporarily restricted assets:
Cash and cash equivalents
Accrued interest receivable
Investments and investiment contracts
Due from Cortnonwealth
Accounts receivable
Net investment in direct financing lease
Permanently restricted assets - investments and investment contracts
Capital assets, net:
Nondepreciable:
TLand
Construction in progress
Deprediable, net

Total agsets

LIABILITIES AND NET ASSETS/DEFICIT):
Liabilities:
Accounts payable and accrued expenses:
Due in one yéar
Due in mote than one year
‘Liabilities payable from restricied sssets:
Accounts payable and accrued expenses
Acerued inferest payable
Bonds and loans payable:
Due in cne year
Due in more thian one year

Total liabilities

NET ASSETS/(DEFICIT):
Invested in capital assets, net of related debt
Restricted for:
Debt service
"Trust - nonexpendable
Qther purpose
Unrestricted

TOTAL NET DEFICIT

The accompanying notes are an integral part of these basic financial statements.
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Governmental

Activities

B

1,632,746
245,447
79,567
374,251
38,268,703

159,852,476
15,652
7,266,200
1,050,399
70,020,530
38,892,168
165,269,148

12,568,228
93,047,141
125,268

588,707,924

2,444,518
4,859,600

115,775,435
41,778,729

32,175,000

1,954,598 342

2,151,631,024

125,268

31,986,462
165,269,148
506,965

{1,760,810,943)

£ {1,562,923,100)
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PUERTO RICO INFRASTRUCTURE FINANCING AUTHORITY

(A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
RECONCILIATION OF BALANCE SHEET - GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS/(DEFICIT)

JUNE 30, 2011

TOTAL FUND BALANCE OF GOVERNMENTAL FUNDS $ 276,333,915

Amounts reported for governmental activities in the statement of hiet essets/(deficit)
are different because:

Cdpital dssets ised in governmental activities are not financial resources and,
therefore, are not reported in the funds, At June 30, 2011, these amounts are:.
Nendépreciable capitat assets 105,615,369
Depreciable capital assets, net 125,268 105,740,637

Prepaid expenses and bond issuance costs are not avaiiable fo pay current
period expenditures and, therefore, are not deferved in the funds. At Juhe 30, 2011,
these amounts are:
Bond issvance costs 38,268,703
Prepaid expenses and other assets _ 374,251 538,642,954

Revenues in the statément of activities that dd not provide corrent
financial resotrces are deferred is: the funds, 11,206,952

Other non-current assets are not avatlable to pay-custent périod expendituies
and, therefore, are not deferred in the funds. 38,892,168

Liabilities, including bonds payable, loans payable, accrued interest payable,
and contingencies are not due and payable currently and, therefore, are not
répoited in the finds, At Tune 30, 2011, these amounts are:

Bonds and loans payable (1,986,773,342)

Accried interest payable (41,778,729)

Legal reserve (4,859,000)

Compensated absences (248,330)

Other Habilities (80,325} (2,033,739,726}
TOTAL NET DEFICIT OF GOVERNMENTAL ACTIVITIES $ (1,562,923,100)

The accompanying notes are an integral part of these basic financial statements.
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PUERTO RICO INFRASTRUCTURE FINANCING AUTHORITY

(A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
RECONCILYATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES — GOVERNMENTAL FUNDS TO THE
STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2011

NET CHANGES INFUND BALANCES - TOTAL GOVERNMENTAL FUNDS £ (1,195,655,431)

Amcunts reported for governniental activities in the statement of activitics are
different becanse:

Govermmental funds report capital outlays as expenditares. However, i the
statement of activities the cost of those assess is allocated over théj
estimated usefisl lives and réported as depreciation expense. This is the
dmount by which capital outlays exceeded depreciation in the current
peiiod. At June 30, 2011, these amourits are:
Capital ouflays 12,924,845
Deprecidtion expense (125,301 12,799,544

The fsstance of lohg-term debt provides-cusrent financial resourees 1o
governments] funds, while the repaymeént of the principal of long - term
debt consitmes-the eurrent financial resources of governmiental funds.
Neither transaction, however, hag any effect on net assets. Also,
povérninental funds report the efféct of isnante c0sts, prersiums,
discovnts, and similer items when debt i firstissved, whereas these
amounts aré deferred and amortized in the statemient of activities. This
amdount i the net effect of these différences in thie treatraent of
Tong-term debt and related items: At June 30, 2011, these amounts are:

Principal paymerits 1,041,662,168
Amorfizafion of bonds preminm 5,647,674
Aortization of bonds issue costs (8,829,573)
Asiiortization of bond deferred loss on-refunding bonds : (3,631,767}
Proceeds from fong - terr debt {9,986,568) 1,024,861,994

Revenues i the statement of activities that do not